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Introduction 


On  November  4,   1985,   the  Commonwealth,    in  a  joint  effort  by 
the  Rate  Setting  Commission  (RSC) ,   and  the  Departments  of  Public 
Health   (DPH)   and  Public  Welfare,   submitted  a  proposal  to  the 
Health  Care  Financing  Administration   (HCFA)    for  a  grant  to 
develop  a  prospective  case-mix  reimbursement  system  for  nursing 
homes  in  Massachusetts.     The  Commonwealth  won  the  grant  on 
August  1,   1986.     The  demonstration  grant  is  for  a  three  year 
period: 

1987-  Phase  1:     System  design 

1988-  Phase  2:     First  year  of  implementation  for  100  homes 

1989-  Phase  3:     Continue  prospective  reimbursement  for  the 

100  homes  and  complete  a  system  evaluation 

1990-  State-wide  implementation  of  prospective  reimbursement 

WHAT  IS  PROSPECTIVE  CASE-MIX  REIMBURSEMENT? 

Case  mix  refers  to  a  measurement  of  patients'  conditions  and 
care  needs.     A  prospective  rate  of  payment  refers  to  a  per  diem 
rate  established  once  a  year  for  the  period  January  1  through 
December  31.     The  prospective  case-mix  per  diem  rate  is  based  on 
a  provider's  historic  costs  plus  an  inflation  factor,  and  the 
case  mix  of  the  patients. 

In  hospital  reimbursement,  Medicare  has  implemented  a 
prospective  payment  system  based  on  diagnosis-related  groups 
(DRGs) .  Massachusetts  nursing  home  reimbursement  will  be 
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adjusted  for  case  mix  using  Management  Minutes  as  the  measure  of 
care  needs.     This  Management  Minutes  assessment  will  provide 
facilities  a  reliable  method  for  quantifying  patient  needs  and 
translating  those  needs  into  labor  and  financial  resource 
requirements.     In  prospective  case-mix  reimbursement,   no  final 
rates  are  established  and  no  final  settlements  are  made 
(administrative  adjustments  are  made  in  certain  circumstances) . 

HIGHLIGHTS  OF  THE  PROSPECTIVE  CASE-MIX  REIMBURSEMENT  DEMONSTRATION 

*  Improved  Cash  Flow:     Providers  will  have  their  total  rate 
at  the  beginning  of  the  rate  year  rather  than  having  the 
interim  rate  established  followed  by  a  final  rate  after  the 
rate  year  ends.     As  a  result,   a  provider  will  better  be  able 
to  plan  expenses  and  anticipate  revenues. 

*  Settlement  of  Outstanding  Rates:     The  Rate  Setting 
Commission  does  not  want  providers  spending  prospective 
monies  received  in  1988  on  outstanding  expenses  from  years 
past.     Therefore,  the  Commission  will  set  all  final  rates 
that  are  not  subject  to  appeal  or  other  dispute  from  years 
prior  to  1987,   by  July  1,  1988. 

*  Easier  Budget  Management:   Providers  receive  reimbursement 

based  on  the  level  of  patient  care  required  each  month. 

Therefore,   a  provider  is  reimbursed  for  expenses  for  heavier 

care  patients  when  costs  are  incurred  instead  of  waiting  as 

long  as  18  months  for  a  final  rate  settlement. 
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*  Increased  Administration  and  Policy  Planning  Allowance; 
The  Allowance  has  been  updated  and  increased  to  reflect 
current  costs,   salaries  and  additional  administrative 
resources . 

*  Mid-Year  Review  of  the  Cost  Adjustment  Factors   (CAF) : 

If  a  mid-year  review  shows  a  need  to  recalculate  the  CAF,  a 
retroactive  adjustment  will  be  made  for  the  first  half  of 
the  rate  year  and  a  prospective  adjustment  will  be  made  to 
the  rate  for  the  rest  of  the  rate  year. 

*  New  Incentive  Program:     In  addition  to  Medicaid  access 
and  quality  incentives,  a  new  management  incentive  is 
available  to     facilities  regardless  of  Medicaid  occupancy. 
The  total  dollar  amount  available  from  the  three  incentive 
programs  will  be  approximately  twice  as  much  as  the 
retrospective  incentive  program. 

*  Regionalized  Cost  Ceilings:     To  recognize  regional 
differences,  the  Commonwealth  has  been  divided  into 
sub-areas,  grouping  facilities  with  similar  costs,   for  the 
purpose  of  developing  nursing  and  variable  cost  ceilings. 

*  New  Patient  Assessment  Instrument:     A  new  instrument, 
called  the  Management  Minutes  Questionnaire,  will  be  used  to 
more  accurately  and  objectively  assess,   record,  and  plan 
staffing  and  patient-care  needs.     It  can  be  a  valuable  tool 
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when  assessing  the  health  status  of  the  patient  population 
and  the  appropriateness  of  admission  and  discharge  decisions. 


*  Monthly  Update  of  Case  Mix:     Providers  will  update  each 
patient's  condition  and  will  be  reimbursed  for  changes 
immediately . 

*  Recognition  of  Restorative  Care:     Facilities  will  be 
reimbursed  at  a  higher  rate  for  the  period  of  time  patients 
receive  restorative  and  "special  attention  care"  services. 

*  Extensive  Staff  Training:     The  Department  of  Public 
Welfare  will  provide  several  opportunities  for  each 
facility's  staff  to  receive  training  in  Management  Minutes 
collection. 
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Patient  Assessment  and  Billing 


CASE-MIX  MEASUREMENT 

The  patient  assessment  instrument  that  will  be  used  for  this 
project  is  the  "Management  Minutes'*  system  originally  developed 
by  Bill  Thorns  in  New  Hampshire.     The  system  assigns  weights 
either  to  discrete  care-giving  activities   (eg.   a  tube  feeding  is 
given  a  weight  of  90  minutes)   or  by  characteristics  of  patients 
found  to  require  given  amounts  of  care  (eg.   a  non-ambulatory 
patient  is  given  a  weight  of  32  minutes) .     The  weights  were 
developed  through  time  and  motion  studies  and  have  been 
validated  by  the  National  Health  Care  Corporation  (NHCC) ,  a 
chain  of  nursing  homes  headquartered  in  Tennessee.  This 
assessment  system  is  currently  in  use  by  several  proprietary 
chains  and  by  the  Montana  Medicaid  program.     Using  the 
assessments  conducted  monthly  by  nursing  home  providers,  each 
patient  will  be  classified  into  one  of  ten  Management  Minutes 
categories.     The  range  of  minutes  per  category  is  currently 
being  developed. 

STEPS  FOR  COLLECTING  PATIENT  ASSESSMENTS 

1.  A  Management  Minutes  assessment  will  be  performed  as 
part  of  the  current  pre-admission  screening  process  for  each 
person  being  considered  for  admission  to  a  facility.  The 


Department  of  Public  Welfare's  long-term  care  assessment  form 
will  be  revised  to  include  the  Management  Minutes  assessment 
instrument.       Medicaid  will  provide  training  in  the  use  of  the 
Management  Minutes  instrument  to  all  hospitals  and  community 
health  agency  providers.     When  a  facility  has  an  available  bed 
and  has  a  specific  client  under  consideration  for  admission,  the 
nursing  home  or  the  referring  provider  will  contact  Medicaid  to 
reguest  validation  of  the  Management  Minutes  category.  This 
validated  category  will  serve  as  the  category  authorized  for 
payment  as  long  as  the  patient  is  admitted  to  a  facility  within 
30  days  of  the  validation  visit. 

2.  Once  a  patient  has  been  admitted  to  a  nursing  facility, 
the  nursing  home  will  be  responsible  for  conducting  a  monthly 
assessment  on  each  patient.     There  should  be  consistency  each 
month  regarding  who  completes  the  assessments  and  the  time  of 
the  month  the  assessments  are  completed.     The  person  conducting 
these  reviews  should  not  have  direct  patient  care 
responsibilities  for  the  patients  he  or  she  evaluates  in  order 
to  ensure  objectivity. 

3.  Each  month  facilities  will  summit  a  completed  copy  of 

the  Management  Minutes  Questionnaire  for  only  those  patients 

whose  clinical  status  has  changed  that  month.     The  completed 

copy  of  the  Management  Minutes  Questionnaire  will  justify  the 

facility's  submission  of  a  claim  for  a  change  in  the  rate  of 

payment,  when  appropriate.     Specific  parameters  by  which  a 

facility  can  determine  what  constitutes  a  change  in  a  patient's 
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need  for  increased/decreased  minutes  of  nursing  care  have  been 
developed.     For  example:   a  temporary  condition   (flu,   rash,  cold) 
lasting  for  less  than  fifteen  days  does  not  justify  a  change  in 
minutes,   category,  or  rate  of  reimbursement. 

4.     The  patient  record  is  the  source  from  which 
assessment  information  is  derived.     Records,   therefore,  must  be 
detailed  and  specific  in  order  that  accurate  assessments  be 
completed.     Medicaid  will  strongly  recommend  that  a  consistent 
record  keeping  format  be  maintained  by  participating  nursing 
homes . 

BILLING 

The  claim  form  and  reimbursement  process,   for  the  most  part, 
will  be  the  same  as  the  current  system.     The  claim,  however, 
will  include  new  data  elements  capturing  Management  Minutes 
category  information. 

For  newly  admitted  patients,   facilities  will  indicate  the 
validated  Management  Minutes  category  on  the  claim.  The 
home  will  be  paid  at  this  level. 

For  patients  whose  condition  is  stable  from  the  previous 

month .    (i.e.,  their  Management  Minutes  category  has  not 

changed)   the  facility  simply  submits  a  claim  showing  the 

same  category  and  will  continue  to  be  paid  at  that  level. 

The  nursing  home  is  not  required  to  submit  new  assessment 

information.     The  submission  of  a  claim  serves  as  a 
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confirmation  that  the  monthly  assessment  has  been  completed 
and  that  the  case-mix  category  did  not  change. 


For  those  patients  whose  condition  has  changed,  the  facility 
will : 

1)  Complete  and  submit  a  Management  Minutes  assessment 
form  which  demonstrates  the  change; 

2)  Submit  a  standard  claim  form  which  reflects  the 
patient's  new  category,   if  indicated. 

VALIDATING  MANAGEMENT  MINUTES  ASSESSMENTS 

During  the  demonstration  Medicaid  will  conduct  reviews  of 
the  Management  Minutes  assessments  for  patients  in  each  home  in 
the  experimental  group  at  least  four  times  annually.  A 
validation  of  the  assessments  of  patients  in  the  control  group 
will  be  conducted  annually.     The  reviews  will  be  designed  to 
validate  all  patient  category  changes  and  claims  submitted. 

If  patient  care  requirements,   justifying  the  patient's 
category  are  not  clearly  and  specifically  documented  in  the 
patient  record,  Medicaid  will  not  consider  the  services 
claimed  as  reimbursable.     In  addition,  Medicaid  will 
directly  observe  clients  to  validate  needs  reported. 

If  Medicaid  finds  an  unacceptable  rate  of  disagreement 

between  its  and  the  facility's  reported  categories,  Medicaid 

will  remove  the  delegated  authority  to  complete 
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Management  Minutes  Questionnaire   (and  thereby  establish 
their  patients'   categories)    from  the  facility.  The 
Department  has  developed  norms  concerning  acceptable  levels 
of  disagreement.  Removal  of  the  delegated  status  will  result 
in  Medicaid  conducting  the  monthly  assessments  and  the 
provider  absorbing  the  administrative  costs  associated  with 
this  activity. 

INITIAL  CASE-MIX  COLLECTION 

In  preparation  for  prospective  case-mix  reimbursement, 
Medicaid  will  conduct  two  case-mix  collections  using  Management 
Minutes.     The  first  collection  will  be  for  the  purpose  of 
collecting  Management  Minutes  information  necessary  for  setting 
rates.     The  subseguent  collection,  done  at  program  start-up, 
will  be  to  establish  initial  Management  Minutes  categories  for 
each  patient  in  those  nursing  homes  participating  in  the 
demonstration . 

PROSPECTIVE  REIMBURSEMENT  PROVIDER  CONTRACT 

Medicaid  will  enter  into  contractual  agreements  with  nursing 
homes  in  both  the  experimental  and  control  group.     The  contract 
will  outline  provider  obligations  and  will  be  effective  January 
1,   1988  through  December  31,   1989.     Although  there  will  be 
different  contracts  for  homes  in  the  experimental  and  control 
groups,  the  contracts  differ  only  in  sections  pertinent  to 
reimbursement  and  reviews. 
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Rate  Setting  Process 


All  providers  will  continue  to  file  the  appropriate  RSC  1,  2 
and/or  3  cost  report(s).     Changes  will  be  made  to  the  forms  so 
the  necessary  cost  information  can  be  collected  for 
retrospective  and  prospective  rate  determination  purposes.  The 
cost  report  forms  will  be  filed  on  a  calendar  year  basis,  due  on 
March  31st  of  each  year,  and  will  be  considered  late  if  filed 
after  May  1  of  each  year. 

1985  data  from  RSC  1,   2  and  3  cost  report (s)   and  the  1985 
provider-submitted  Nursing  and  Administrator  Wage  Surveys  were 
used  to  develop  the  methodologies  explained  in  this  section. 
Thus,  most  numbers,   salaries,  or  rates  presented  here  are 
examples  rather  than  the  absolute  values  that  will  be  used  in 
the  demonstration  rate  calculations. 

The  cost  adjustment  factor  used  to  determine  the  1988 
prospective  case-mix  adjusted  per  diem  rates  will  be  determined 
in  two  parts.     First,  all  non-wage  related  costs  will  be 
inflated  using  the  standard  Data  Resource  Inc.    (DRI)  inflation 
methodology.     Second,  all  wages  including  nursing  pool  costs  and 
certain  benefits  related  to  those  wages,  will  be  adjusted  using 
Massachusetts-specific  inflation  information. 

If  a  mid-year  review  of  this  cost  adjustment  factor  (CAF) 
shows  the  recalculated  CAF  to  be  at  least  1%  above  or  below  the 
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CAF  used  to  set  the  1988  rates,   then  an  adjustment  will  be  made 
retroactively  for  the  period  January  1st  to  the  date  that  the 
new  CAF  information  is  available  and  prospectively  from  that 
date  forward  to  December  31st. 

The  rate  calculation  methodology  will  differ  from  the 
current  retrospective  method  in  its  treatment  of  three  cost 
centers  -  Nursing,  Variable  and  Administrative.     The  methodology 
for  the  calculation  of  fixed  costs  will  not  change. 

NURSING  COST  CENTER 

The  goals  of  the  nursing  cost  reimbursement  methodology  are 
to  give  providers  the  incentive  to:  spend  what  is  necessary  to 
meet  their  patients'  care  needs,  admit  and  retain  heavy-care 
Medicaid  patients,   and  be  efficient  providers  of  high  quality 
care . 

The  methodology  for  calculating  the  prospective  nursing  per 
diem  represents  a  significant  change  from  the  way  providers  are 
reimbursed  under  the  current  retrospective  system. 

Currently,  one  nursing  per  diem  rate  is  computed  for  each 
facility  based  on  allowable  historic  nursing  costs.  This 
nursing  per  diem  is  then  combined  with  the  other  rate  components 
to  calculate  one  facility-specific  per  diem  rate.     Under  the 
prospective  methodology,   10  case-mix  adjusted  nursing  per  diem 
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rates  will  be  established  for  each  facility  based  on  the 
assessment  of  its  patients'   care  needs   (10  Management  Minute 
Categories)   and  geographic  location.     The  three  geographic 
regions,   established  to  compute  cost  ceilings  for  facilities 
with  similar  costs,   are  called  Nursing  Home  Reimbursement  Areas 
(NHRAs)   and  are  based  on  the  six  Health  Systems  Areas   (HSAs)  in 
Massachusetts.  The  three  NHRAs  are: 
NHRA  1  :  HSA  1   (  western  Mass.); 

NHRA  2:  HSA  2  and  5  (central  Mass.  and  South  Shore/Cape  Cod) 
NHRA  3:  HSA  4A,   4B,   3,  and  6   (Boston/Metro,  Merrimack  Valley 

and  North  Shore) . 
The  case-mix  adjusted  nursing  per  diem  rates  will  be 
combined  with  the  other  rate  components  to  create  10 
facility-specific  per  diem  rates.     A  provider  will  then  bill  for 
each  patient  residing  in  the  facility  at  one  of  the  ten  (10) 
facility-specific  per  diem  rates  calculated  for  the  facility. 

First  Year  (1988) 

1)  Using  1986  actual  costs  and  1986  case-mix  information,   a  set 
of  ten  (10)   theoretical  rates  will  be  established  for  each  NHRA. 
A  facility's  case-mix  adjusted  costs  will  then  be  computed  by 
taking  the  sum  of  the  theoretical  rates  for  the  provider's  NHRA 
times  the  proportion  of  the  home's  patients  in  each  case-mix 
category.     This  case-mix  adjusted  nursing  costs  represent  the 
level  of  spending  a  provider  is  expected  to  incur  based  on  their 
geographic  location  and  patient  care  intensity. 
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2)  Then,   a  facility-specific  nursing  cost  corridor  will  be 
developed  for  each  nursing  home.     The  upper  limit  of  this 
corridor  equals  one  hundred  and  twenty  percent  (120%)   of  the 
facility's  case-mix  adjusted  nursing  costs.     The  lower  limit  of 
this  corridor  equals  ninety  percent   (90%)   of  the  facility's 
case-mix  adjusted  costs.     The  corridor  is  illustrated  below. 

I —  120% 

■Case-mix  adjusted  costs 
—  90% 

3)  The  facility's  actual  base  year  (1986)   nursing  costs  are 
then  compared  to  this  facility-specific  nursing  corridor. 

If  a  facility's  actual  nursing  costs  fall  below  the  90 
percent  lower  limit  of  the  corridor,  then  the  provider  will 
receive  90  percent  of  its  case-mix  adjusted  nursing  costs. 

If  a  facility's  actual  nursing  costs  fall  within  the 
facility-specific  nursing  corridor,  then  the  provider  will 
receive  reimbursement  for  its  actual  case-mix  adjusted 
nursing  costs. 

If  a  facility's  actual  nursing  costs  fall  above  the  120 
percent  upper  limit  of  the  corridor,  then  the  provider  will 
receive  120  percent  of  its  case-mix  adjusted  nursing  costs. 
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4)  The  provider's  ten  category-specific  nursing  per  diem  rates 
will  then  be  adjusted  for  inflation  to  reflect  1988  costs. 

5)  A  provider  whose  nursing  per  diem  rate  is  raised  to  the  90 
percent  corridor  level  and  who  does  not  spend  at  that  level 
during  the  rate  year,    (i.e.,   1988)   will  have  the  difference 
between  what  it  spent  and  the  90  percent  level  recouped  through 
a  settlement  process. 

6)  A  provider  who  receives  nursing  per  diem  rates  based  on 
actual  costs  and  who  then  spends  below  the  lower  corridor  (90 
percent)   during  the  rate  year  (i.e.,   1988)  will  have  the 
difference  between  actual  spending  and  the  90  percent  level 
recouped  through  a  settlement  process. 

Second  Year  (1989) 

The  methodology  used  to  compute  the  prospective  nursing  per 
diem  rates  for  the  second  year  will  be  the  same  as  the  first 
year  methodology  with  two  modifications.     First,  the  first  year 
corridors  will  be  inflated  to  reflect  1987  experience.  Second, 
these  corridors  will  then  be  compared  to  1987  actual  nursing 
costs.  The  nursing  per  diem  rates  will  then  be  adjusted  using 
the  appropriate  cost  adjustment  factor  to  reflect  1989  costs. 
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Third  Year  (1990) :   State-Wide  Implementation 


Computation  of  the  1990  prospective  nursing  rate  will  follow 
the  methodology  outlined  for  year  one  using  updated  costs, 
case-mix  data  and  cost  adjustment  factor  data. 

All  guidelines  regarding  providers  who  have  case-mix 
adjusted  nursing  costs  above  or  below  their  1990 
facility-specific  cost  corridors  or  who  fail  to  spend  at  the 
ninety  percent  (90%)   level  remain  in  effect. 

VARIABLE  COST  CENTER 

The  goal  of  the  variable  cost  reimbursement  methodology  is 
to  provide  incentives  for  nursing  home  providers  to  be  cost 
efficient  in  areas  where  economies  may  be  achieved  and  to 
provide  disincentives  to  reduce  expenditures  in  patient  care 
areas.     Based  upon  information  from  reimbursement  systems  in 
West  Virginia  and  Maryland,  variable  costs  will  be  divided  into 
Incentive-Based  and  Non-Incentive-Based  Variable  Costs. 

Two  peer  groups,  designed  to  combine  homes  with  similar 
variable  costs,  will  be  used  to  compute  the  incentive  and 
non-incentive-based  variable  cost  ceilings. 

Group  1:     HSA  4a  and  4b   (Boston/  Metro-Boston) 
Group  2:     HSA  1,2,3,5,   and  6   (the  rest  of  the  State) 
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Non-Incentive-Based  Variable  Costs   (NIBVC1   are  defined  as 
costs  that  are  not  easily  influenced  by  management  practices  or 
are  considered  costs  that  may  enhance  quality  of  care,  for 
example,  malpractice  insurance,  group  health/life  insurance,  raw 
food,   and  restorative  therapies.     Non-Incentive-Based  Variable 
Costs  will  be  reimbursed  at  the  lessor  of  the  provider's  actual 
costs  or  at  the  90th  percentile  of  the  peer  group's  ceiling  for 
non-incentive-based  variable  cost  per  diem.     Allowable  NIBVC 
will  then  be  adjusted  for  inflation  to  reflect  spending  in  the 
rate  year.     No  management  incentive  will  be  available  in  this 
cost  area. 

Incentive-Based  Variable  Costs   (IBVC)   are  defined  as  costs 
that  are  within  the  provider's  control  and  where  economies  can 
be  achieved,   for  example,  total  laundry,  total  housekeeping, 
clerical,   and  EDP/bookkeeping  services.  Incentive-Based 
Variable  Costs  will  be  reimbursed  at  the  lessor  of  actual  cost 
or  at  the  84th  percentile  of  the  peer  group's  ceiling  for  IBVC 
per  diem  ceiling.     Allowable  IBVC  will  then  be  adjusted  for 
inflation  to  reflect  spending  in  the  rate  year. 

INCENTIVE  PROGRAMS 

There  will  be  three  incentives  that  facilities  may  be 
eligible  for  if  they  meet  the  following  minimum  requirements 
during  the  rate  year: 

1.  maintain  a  96%  overall  utilization  rate; 

2.  maintain  a  minimum  score  of  85%  on  the  DPH  compliance 
survey ; 
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3.  have  no  licensure  or  certification  deficiencies  (i.e., 
decertified  facilities,  admissions  freezes,  affiliated 
facilities  or  owned  by  a  felon) ; 

4.  have  incentive-based  variable  costs  below  the  84th 
percentile  ceiling;  and 

5.  file  cost  reports  timely. 
Management  Incentive 

When  the  provider  meets  the  above  minimum  requirements,  the 
provider  may  receive  an  incentive  payment  equal  to  3  0%  of  the 
difference  between  the  facility's  actual  IBVC  for  the  reporting 
year  and  the  84th  percentile  ceiling,  not  to  exceed  3%  of  the 
84th  percentile  ceiling. 

Medicaid  Access  Incentive 

If  a  provider  meets  all  the  requirements  for  the  Management 
Incentive  and  has  an  80%  Medicaid  occupancy  rate  for  the 
reporting  year,  the  provider  may  receive  an  incentive  payment 
equal  to  30%  of  the  difference  between  the  facility's  actual 
IBVC  for  the  reporting  year  and  the  84th  percentile  ceiling,  not 
to  exceed  9%  of  the  84th  percentile  ceiling. 

Medicaid  Quality  Incentive 

If  a  provider  meets  all  of  the  requirements  of  the  Medicaid 
Access  Incentive  and  receives  a  DPH  compliance  score  in  the  top 
20%  of  all  facilities  in  the  reportinq  year,  the  provider  may 
receive  an  incentive  payment  equal  to  30%  of  the  difference 
between  the  facility's  actual  IBVC  for  the  reporting  year  and 
the  84th  percentile  ceiling,  not  to  exceed  12%  of  the  84th 
percentile  ceiling. 
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ADMINISTRATION  AND  POLICY  PLANNING  ALLOWANCE 


A  nursing  home  has  the  choice  to  be  administered  by  an 
owner-operator,   a  chain,   or  a  non-owner-operator/single 
administrator  and  may  or  may  not  achieve  a  certain  degree  of 
efficiency  for  the  facility  by  this  choice.     The  goal  of  the 
proposed  Administration  and  Policy  Planning  Allowance   (APPA)  is 
to  compensate,   in  a  fair,   reasonable  and  adequate  manner,  the 
administrator  who  is  responsible  for  the  administration  of  a 
nursing  home  in  the  Commonwealth.     Therefore,   the  Rate  Setting 
Commission  has  based  the  APPA  schedule  on  salaries  as  reported 
on  the  Administrator's  Wage  Survey,  paid  to  non-owner 
operator/single  administrators. 

The  APPA  schedule  includes  the  weighted  average 
administrator's  salary,  and  the  salary  of  additional 
administrative  resources,  where  appropriate,   increased  by  a  cost 
adjustment  factor,  and  adjusted  for  administrator  benefits,  and 
education  allowances. 

Following  discussions  with  industry  representatives,  this 

APPA  schedule  was  developed  to  recognize  additional 

administrative  resources  needed  (i.e.,  Assistant  Administrator), 

beginning  at  homes  with  one  hundred  beds.     These  resources  were 

recognized  on  the  following  basis: 

For  homes  with  100  -  149  beds,   25  percent  of  the  cost  of  an 

administrator's  salary  and  related  benefits  for  a  100  bed 

facility  will  be  added  to  allowable  costs. 
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For  homes  with  150  -  199  beds,   50  percent  of  the  cost  of  an 
administrator's  salary  and  related  benefits  for  a  100  bed 
facility  will  be  added  to  allowable  costs. 

For  homes  with  200  -  249  beds,   75  percent  of  the  cost  of  an 
administrator's  salary  and  related  benefits  for  a  100  bed 
facility  will  be  added  to  allowable  costs. 
For  homes  over  250  beds,  the  cost  of  one  administrator's 
salary  and  related  benefits  for  a  100  bed  facility  will  be 
added  to  allowable  costs. 

Administration  and  Policy  Planning  Allowance  Schedule 

For  facilities  10  or  less  beds  to  49  beds  $27,759 


plus  $316  for  each  bed  in  excess  of  10 


For  facilities  50  to  99  beds 


$40,413 


plus  $351  for  each  bed  in  excess  of  50 


For  facilities  100  to  149  beds 


$57 , 979 


plus  $232  for  each  bed  in  excess  of  100 


For  facilities  150  to  199  beds 


$69, 575 


plus  $232  for  each  bed  in  excess  of  150 


For  facilities  over  200  beds 


$81, 170 


plus  $232  for  each  bed  in  excess  of  200 


**    These  rates  are  based  on  1985  data,  the  1988  will  be 
calculated  using  1986  data  and  then  updated  for  inflation. 


Quality  of  Care  Measurement 


Reimbursement  based  on  case  mix  provides  the  Commonwealth 
with  new  opportunities  for  measuring  quality  of  care.  In 
addition  to  the  approaches  of  measuring  quality  that  are 
currently  being  used  by  the  Department  of  Public  Health 
(certification  inspections  and  Inspections  of  Care  (IOC)),  two 
new  methods  will  be  implemented  based  on  case-mix  information. 
These  new  approaches  are  sentinel  health  events   (SHEs)  and 
activities  of  daily  living  (ADL)   deterioration  monitoring. 

MEDICAID  CERTIFICATION  DATA 

The  Department  of  Public  Health  routinely  automates  the 
results  of  all  nursing  home  certification  inspections.  These 
inspection  findings  will  be  aggregated  to  form  summary  measures 
of  facility  performance.     These  assessments  will  not  be  used  for 
regulatory  purposes,  but  only  for  evaluation  of  management's 
response  to  the  new  system  with  respect  to  provision  of  care. 

INSPECTION  OF  CARE  MEASURES  (IOC) 

The  IOC  process  currently  employed  by  the  Department  of 
Public  Health  includes  two  sets  of  quality  measures.     The  first 
set  of  measures  is  collected  during  an  on-site  visit  to  the 
facility.     These  measures  include  counts  of  potential  quality 
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problems  such  as  numbers  of  patients  in  restraints,  numbers  of 
patients  with  decubitus  ulcers,   and  number  of  patients  not 
properly  positioned.     These  measures  may  be  termed  crude  outcome 
measures  in  that  they  are  not  standardized  or  related  to  norms. 

The  second  set  of  quality  measures  derived  from  IOC  consists 
of  patient  specific  reviews  of  the  processes  of  patient  care. 
Examples  of  review  items  include  documentation  of  treatments  and 
physician  visits  at  appropriate  intervals.     The  IOC  process  will 
continue  for  all  nursing  homes  in  Massachusetts. 

MEASURES  BASED  ON  CASE-MIX  DATA 

The  relationships  among  such  concepts  as  quality  of  medical 
care,   outcomes  of  medical  care,  and  processes  of  care  have  long 
been  controversial.     Because  of  the  difficulty  in  developing 
unambiguous  links  between  outcome  measures  and  quality,  we  have 
chosen  to  focus  on  the  "indicator"  approach  already  developed  by 
Rutstein  for  acute  care  and  Schneider  for  long  term  care.  The 
two  approaches  chosen  for  the  demonstration  are  sentinel  health 
events   (SHEs)   and  activities  of  daily  living  (ADL) . 

Sentinel  Health  Events 

Sentinel  health  events  (SHEs)   are  markers  of  potential  poor 
care.     In  New  York,  the  SHEs  are  used  to  focus  the  inspection  of 
care  process  on  potential  quality  problems.     Exceeding  the 
expected  level  of  a  SHE  results  in  a  review  of  the  processes  of 
care  relevant  to  that  SHE.     For  example,   exceeding  the  Decubitus 
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Ulcer  SHE  means  a  facility  has  a  higher  than  average  incidence 
of  Decubitus  Ulcers  than  other  homes  with  a  similar  case  mix. 
Therefore,   an  indepth  inspection  of  the  facility's  skin  care 
procedures  will  be  conducted  to  determine  the  basis  for 
exceeding  the  norm.     This  approach  is  currently  operational  in 
New  York.     The  Massachusetts  version  of  SHEs  will  build  upon  the 
New  York  experience  but  will  include  several  modifications. 

First,   in  Massachusetts,  we  will  attempt  to  adjust  SHE  norms 
for  case-mix.     A  facility  may  exceed  SHE  norms  while  still 
providing  good  care.     The  most  likely  reason  is  that  the 
facility  has  a  more  intensive  case-mix  than  average.  By 
stratifying  SHE  norms  by  different  case-mix  levels,  we  are  able 
to  increase  the  correlation  between  norm  violation  and  poor 
process  of  care. 

The  second  modification  involves  the  development  of  new 
SHEs.     The  New  York  SHEs  focus  on  medical  and  nursing  care 
problems  rather  than  those  'quality  of  life'   issues  which  are 
often  seen  as  most  problematic  in  nursing  home  care.  The 
initial  steps  in  the  development  of  these  new  SHEs  involve 
convening  an  expert  medical  and  nursing  panel  and  identifying 
the  kinds  of  data  and  data  collection  procedures  necessary  for 
operation.     These  steps  are  preliminary,   so  we  do  not  anticipate 
that  this  system  would  be  in  place  for  the  beginning  of  the 
operational  phase  of  the  demonstration. 
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In  addition  to  the  SHEs  analysis,   an  annual  "quality  of 
life"     assessment  will  be  performed  by  Medicaid  during  one  of 
the  quarterly  audits.     During  the  first  year  of  the 
demonstration,   the  Quality  Incentive  program  (QUIP)  instrument, 
developed  by  the  state  of  Illinois,  will  be  used  to  obtain  base 
line  information.     Results  will  be  fed  back  to  contracting 
providers  in  the  experimental  group.     Data  will  be  analyzed  by 
Medicaid  for  the  purpose  of  developing  a  future  quality 
incentive  program  which  will  be  phased  in  during  the  second  year 
of  the  demonstration.     No  sanctions  will  be  imposed  as  a  result 
of  QUIP  findings. 

Activities  in  Daily  Living  ( ADD   Deterioration  Monitoring 

ADL  Deterioration  Monitoring  is  a  second  approach  that  will 
be  used  to  study  the  relationship  of  care  to  outcome.     Given  the 
assumption  that  nursing  home  patients  decline  slowly  over  time, 
it  will  be  possible  to  develop  norms  of  deterioration  in  ADL 
status  using  both  the  Massachusetts  Medicaid  IOC  data  base  and 
the  other  data  bases  available  to  our  consultants.     Once  norms 
are  developed,  we  can  compare  the  actual  rate  of  ADL 
deterioration  to  the  expected  rate.     Facilities  which  are 
outliers  will  be  subject  to  special  visits  to  identify  causes 
for  the  greater  than  expected  deterioration  rates. 

This  approach  is  very  similar  to  the  SHE  approach,  except 
that  the  rate  of  ADL  deterioration  is  dynamic  in  that  it  is  a 
process  occurring  over  time  rather  than  a  single  event.  The 
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case-mix  adjustment  concerns  discussed  in  the  SHE  context  are 
therefore  equally  relevant  to  ADL  deterioration  monitoring. 

Facilities  admitting  unusually  heavy-care  patients  may  be 
expected  to  show  higher  rates  of  deterioration  than  facilities 
admitting  lighter  care  patients.     We  will  control  for  such 
differences  by  adjusting  the  deterioration  rate  norms  for 
differences  in  case-mix  at  admission.     A  related  problem  is  that 
facilities  vary  with  respect  to  retaining  patients  who  are 
terminally  ill.     Some  facilities  are  willing  to  function  as  ad 
hoc  hospices,  while  others  transfer  such  patients  to  acute  care 
facilities.     This  behavioral  variation  will  affect  deterioration 
rates  and  will  be  accounted  for  in  the  development  of  norms. 

The  two  major  problems  in  developing  the  ADL  deterioration 
measures  will  be  controlling  for  death  rate  variation  and 
developing  procedures  for  assessing  care  processes  in  the 
outlier  facilities.     We  expect  that  the  process  of  norm 
development  could  be  completed  by  6/1/88. 
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Experimental  Design 


RANDOMIZATION  AND  SELECTION  PROCESS 

The  basic  feature  of  the  design  is  the  random  assignment  of 
facilities  to  experimental  and  control  groups.     Facilities  in 
the  control  group  receive  reimbursement  under  the  current 
retrospective  system,  while  facilities  in  the  experimental  group 
will  be  reimbursed  under  the  case-mix  adjusted  prospective 
payment  system. 

The  process  by  which  facilities  are  assigned  to  the 
experimental  and  control  groups  is  as  follows: 

The  facilities  that  expressed  an  interest  in  the 
demonstration  project  are  considered  eligible  for 
random  assignment  to  either  the  invitation  or  the  no 
invitation  group.     The  facilities  randomly  assigned  to 
the  no  invitation  group  will  not  be  eligible  to 
participate. 

Facilities  will  receive  their  1988  interim 
retrospective  rates  before  being  asked  to  commit  to 
participate  in  the  demonstration. 

Prospective  case-mix  adjusted  rates  will  be  sent  to  the 
one  hundred  facilities  in  the  invitation  group. 


At  this  point,  the  facilities  again  have  the  option  of 
either  participating  or  withdrawing,  based  upon 
knowledge  of  their  prospective  and  interim  rates. 

As  decisions  on  participation  are  received,  additional 
facilities  will  be  sent  prospective  rates,  until  the 
necessary  number  of  facilities  agree  to  participate. 

Facilities  with  costs  below  the  90  percent  lower  limit 
of  the  nursing  cost  corridor  will  have  a  greater 
incentive  to  participate  than  those  with  costs  over  the 
12  0  percent  corridor  since  the  former  can  expect  a 
financial  gain.     In  an  attempt  to  limit  the  number  of 
facilities  below  the  90%  corridor  entering  the 
demonstration,  an  additional  stratifying  condition  will 
be  imposed.     The  first  thirty-five  percent  of  those 
facilities  that  agree  to  participate  will  be  entered 
into  the  study  population,  with  the  remaining  ones 
placed  on  a  waiting  list.     Then,   for  every  two 
facilities  with  costs  over  the  120%  corridor  agreeing 
to  participate,  one  lower  cost  home  will  be  added  to 
the  demonstration  from  the  waiting  list. 

Upon  achieving  an  adequate  number  of  facilities  for  the 
demonstration,  the  facilities  will  then  be  randomly 
assigned  to  either  the  experimental  or  the  control 
group. 

Attachment  1  illustrates  the  randomization  and  selection  process. 
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TEST  OF  EFFECTIVENESS 


Four  general  areas  have  been  identified  in  which  prospective 
case-mix  may  have  an  impact. 

*  Case  Mix:     Hypotheses  about  case  mix  directly  test  the 
effectiveness  of  case-mix  adjustments  to  the  rate  in 
encouraging  the  admission  and  care  of  heavy-care  patients. 

*  Costs :     Differences  in  the  costs  for  experimental  and 
control  homes  will  be  studied  using  cost  report  data.     It  is 
expected  that  the  different  incentives  inherent  in  a 
prospective  system  will  lead  to  different  trends  in  the  cost  of 
delivering  services.     These  studies  should  lead  to  the 
development  of  a  more  responsive  nursing  home  reimbursement 
system. 

*  Quality:     The  proposed  system  may  affect  the  quality  of  care 
provided  in  nursing  homes  if  it  influences  spending  for  patient 
care.     In  general,  the  proposed  system  should  not  have  a 
significant  influence  on  the  quality  of  care  delivered  in 
experimental  homes. 

*  Access :     We  are  concerned  with  the  access  to  nursing  homes 
for  two  groups  of  patients  -  the  so-called  "heavy-care 
patients"  and  Medicaid  patients.     To  the  extent  that  case-mix 
adjusted  reimbursement  is  effective,  access  to  nursing  homes 
should  increase  for  both  heavy  care  and  Medicaid  patients. 

The  degree  to  which  these  expectations  are  met  will  be  the 
measure  of  success  for  the  prospective  payment  system. 


 Attachment  1  = 

Algorithm  for  the  Selection  of  Facilities 


all  eligible 
facilities 

R 

,  R_ 

INVITATION  GROUP 
75% 

(SELECTION  POOL) 

R 

SUBSET  OF  FACILITIES 
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Rates  Calculated 
Invitations  Sent 

NO  INVITATION  GROUP 
25% 


FACILITIES  DECIDING 
NOT  TO  PARTICIPATE 


FACILITIES  AGREEING 
TO  PARTICIPATE 
*  Return  to  Selection  Pool 
as  Necessary  until  List 
of  Participating  Facilities 
is  Sufficiently  Long 


CONTROL  GROUP 
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EXPERIMENTAL  GROUP 

Prospective 
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